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Fund Report at ECOSOC 


At the 27th Session of the UN Economic and Social 
Council in Mexico City on April 9, Mr. Per Jacobsson, 
Managing Director of the International Monetary Fund, 
when commenting on the continued, and even in- 
creased, tension in the field of politics during the past 
year, pointed out that there was at the same time a 
welcome absence of any serious crisis in the economic 
and financial field. It is true that “a number of coun- 
tries have had to face considerable difficulties; the pro- 
ducers of primary commodities, including most of the 
countries in Latin America, have felt the impact of 
lower prices on their balances of payments; and a 
number of industrialized countries have had, and still 
have, relatively high rates of unemployment. But after 
allowance has been made for these difficulties, the main 
characteristics of the last 12 months have been the 
recovery from recession in the United States, the 
strengthening of monetary reserves, particularly in Wes- 
tern Europe, the moves to external convertibility by 14 
European countries (which have been followed by other 
countries in the sterling and franc areas), and distinct 
signs of a renewed expansion in world trade. The 
industrialized countries have again shown their willing- 
ness to make capital available to underdeveloped coun- 
tries; and decisions have been taken to increase the 
resources of the Fund and the Bank, and thus to 
strengthen the international financial structure. These 
encouraging developments could not have occurred 
without the adoption of constructive and determined 
policies.” 

Mr. Jacobsson recalled that a year ago the recession 
in the United States still appeared to be deepening, and 
fears were expressed that its intensification would create 
serious difficulties throughout the world. In the course 
of the second quarter of 1958, however, the decline in 
economic activity was already arrested, and by the late 
summer and autumn signs of renewed recovery were 
evident. In fact, the recession was of relatively short 
duration. “By the end of 1958 the gross national prod- 
uct of the United States had recovered to an annual rate 
of $453 billion (in real terms as high as the previous 
peak in the third quarter of 1957), consumer buying in 
the third quarter was 3.0 per cent higher than in the 
corresponding quarter of the previous year, and hours 
worked in industry had risen by 5.2 per cent from the 
trough of the recession and were as high as the average 
for the first quarter of 1957. Unemployment, however, 


at the end of 1958 was at the high rate of 6.1 per cent 
of the labor force, having fallen less than in the periods 
of recovery after the two previous recessions.” 

Among the circumstances which led to the rapid 
recovery, the first, which was of basic importance, was 
the resilience of the U.S. economy. “This includes not 
only the strength arising from the so-called ‘built-in 
stabilizers,’ and structural improvements in such fields 
as mortgage finance, but also the spirit of enterprise, 
revealed particularly in the urge toward innovation in a 
period of technical progress, supported by ample funds 
for research. To be able to exert their full influence, 
these more or less permanent factors must be supple- 
mented in each phase of the business cycle by appro- 
priate policies on the part of the authorities. So far as 
government action was concerned, perhaps the most 
important measure was the placing of increased orders 
for defense and other purposes in the spring and 
summer of 1958. In the credit field, particular impor- 
tance attaches to the expansion of commercial bank 
credit following the relaxation of reserve requirements, 
certain open market purchases, and a lowering of in- 
terest rates. The total amount of credit extended by the 
banking system as a whole rose by $16.7 billion during 
1958. This increase had its main counterparts in a rise 
of $5.4 billion in currency and demand deposits (in- 
cluding government and foreign deposits), an increase 
of $6.8 billion in time deposits with commercial banks, 
and an outflow of gold amounting to $2.3 billion. 

“In assessing the importance of this credit expansion,” 
Mr. Jacobsson said, “it is worth noting that from the 
middle of 1955 to the middle of 1957 there was vir- 
tually no change in the money supply in the United 
States. The prices of raw materials had been declining 
in spite of the boom, and surplus capacity had reap- 
peared in several lines of business—a combination of 
circumstances which seemed dangerously to resemble 
the situation in 1927-28 immediately before the Great 
Depression. While it was possible, as long as the boom 
continued, to count upon an increase in the velocity of 
circulation, once a setback in business occurred, velocity 
would tend rather to decline; in such circumstances, the 
stagnation in the money supply could easily become a 
dangerously depressive influence. 

“In the middle of 1957, conditions in the United 
States, and in certain other countries, were such that it 
could well be argued that there was need for increased 
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liquidity—not so much in the form of reserves held by 
central banks or governments (what is generally called 
‘international liquidity’), as in the form of credits pro- 
vided by the private banking system which determine 
the amount of cash resources within the economy. By 
that time the excess liquidity inherited from the war had 
been worked off in quite a number of countries, and 
there were good grounds for thinking that a fresh 
impetus was required through an expansion of bank 
credit which could gradually be transformed into effec- 
tive purchasing power. It was only natural that those 
countries which were in a strong position, such as the 
United States, should have to take the lead in any 
expansionist policy. 

“It is unlikely that without the credit expansion that 
occurred in the United States the budgetary and other 
factors would have been sufficiently powerful to stage a 
recovery. This infusion of new money helped to keep 
up consumer income, and thus also helped to maintain 
imports at a time when U.S. exports were declining. 
The substantial easing of money and lower interest rates 
made it possible for U.S. banks to grant foreign credits 
more readily, and for the U.S. economy as a whole to 
maintain its foreign investments on a high level. Apart 
from their beneficial effects internally, the U.S. anti- 
recession policies also contributed greatly to strength- 
ening the monetary reserve positions of other countries. 
A number of these countries, including Belgium, Den- 
mark, Germany, France, the Netherlands, and the 
United Kingdom, have been able to ease credit, in some 
cases with substantial reductions of interest rates, 
making in that way an important contribution to a 
renewed upturn of business activity. 

“While in the United States and in some of the other 
industrialized countries the recovery in production has 
been substantial, many of these countries have found 
that employment has not risen as sharply as production, 
with the result that unemployment has remained higher 
than in the recovery periods after the two previous 
recessions. This has been due in part to a longer average 
working week, but has also reflected a marked increase 
in productivity—both of which have meant greater pro- 
duction per worker employed. In itself, of course, 
increased productivity is a good thing, since it is an 
essential condition for economic growth in any society, 
at any time. But the question remains what measures 
should be taken to ensure that unemployed workers will 
be absorbed into useful production, a problem which is 
now debated in quite a number of countries.” 

The experience of past business fluctuations, Mr. 
Jacobsson said, showed clearly “that no single measure 
can ever suffice to expand production and absorb 
unemployed workers. It is important to establish the 
conditions for a proper balance in the cost, price, and 
demand structure so as to ensure that the goods and 
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services that may be produced will find adequate out- 
lets in the markets. This will always require a combina- 
tion of measures—on the one hand, a sufficient increase 
in the liquidity of the economy, through appropriate 
credit, fiscal, and other policies, to sustain purchasing 
power, and, on the other hand, the avoidance of 
increases in costs and prices that would be liable to 
impede an enlargement of sales. In expanding demand 
it is therefore wise to concentrate on those methods 
least likely to provoke an increase in costs and prices. 
Insofar as that can be achieved, the subsequent recovery 
will not consist primarily of a higher value of output as 
the result of rising prices, but rather of a steady increase 
in the volume of sales at relatively stable prices, thus 
ensuring the maximum increase in production and em- 
ployment—what the Germans call a ‘Mengen-Kon- 
junktur.’ 

“The Great Depression was responsible for a change 
in economic thought on this subject. Before the de- 
pression it was almost taken for granted that wage 
reductions, if drastic enough, could effectively overcome 
a depression and restore higher levels of employment. 
However, influenced by the fact that unemployment 
remained distressingly high after 1929, in spite of 
repeated wage reductions, more and more economists 
came to believe that wage cuts would cause a decline in 
aggregate demand and would therefore intensify rather 
than relieve the difficulties. They also laid increased 
emphasis on the need for credit expansion. But this is 
not to say that the necessity of holding down costs was 
entirely ignored. Keynes, for example, while strongly 
recommending an increase in liquidity, at the same time 
laid stress on the need to avoid increasing money wages 
and to accept, at least temporarily, somewhat lower real 
wages if a depression was to be overcome. Alvin H. 
Hansen, in A Guide to Keynes, has explained Keynes’ 
view of what the effects of an increase in costs on 
employment would be: ‘Insofar as marginal costs rise 
as output increases, some part of the increase in demand 
must be dissipated in higher prices. But if, in addition, 
money wage rates also rise, employment suffers as a 
result of the higher wages of the already employed 
workers.’ This important element of Keynes’ theory is 
frequently, and unfortunately, forgotten. 

“At the present time, both production and produc- 
tivity are increasing in a number of countries. In the 
credit field, there is ample liquidity to sustain expanding 
production. In the United States, the money supply 
rose by 3.8 per cent in 1958; and the $6.8 billion of 
time deposits which were created in that year meant an 
addition to liquidity which is likely to make itself felt 
also in 1959. In Europe, too, the increase in liquidity 
is exerting an active influence. If in these circumstances 
costs and prices are held down, there is a very good 
chance that recovery will continue and unemployed 
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workers will be absorbed into the active labor force 
although, as in the past, pockets of high unemployment 
may present special difficulties. Moreover, if there is 
proper restraint in costs and prices, there will be a real 
increase in the gross national product on a scale which 
will permit such an increase in the standard of living as 
cannot be achieved in any other way. If, however, costs 
are allowed to increase, the danger is perhaps not so 
much of renewed inflation but rather of a failure to 
expand production and reduce unemployment. 

“While leading industrial countries have not hesi- 
tated to expand the volume of credit, often on a sub- 
stantial scale, as part of their policies to overcome 
recession, they have had to bear in mind that, once the 
upward trend sets in, a further increase in liquidity might 
well give rise to fresh inflationary pressure. A factor of 
some importance in many countries is a lingering infla- 
tionary sentiment, nourished by years of rising prices; 
in such a situation, there is the need for a clear demon- 
stration by the authorities that no further inflation will 
be allowed. From this point of view, the attainment of 
a balanced budget can serve a very useful purpose; 
moreover, when the recession is past and recovery is 
under way, the generally accepted principles of a com- 
pensatory budget policy call, if not for a budget surplus, 
at least for a balanced budget. 

“It is, of course, difficult at present to lay down any 
general rule, since conditions vary a great deal from 
country to country. In several countries in Europe, the 
recession began at a somewhat later date than in the 
United States and Canada, and subsequent develop- 
ments have also differed somewhat. The timing of many 
measures may, therefore, have to differ somewhat on 
the two sides of the Atlantic. 

“The easier credit conditions in Europe, which were 
made possible by increases in monetary reserves, have 
continued even after the establishment of external con- 
vertibility. This provides added confirmation that this 
move was made from strength and not from weakness. 
Already in 1955, in preparation for such a move, the 
Western European countries had signed the European 
Monetary Agreement which was to replace the European 
Payments Union as soon as convertibility was estab- 
lished. But adverse circumstances in the following two 
years delayed the completion of the plan. By the end of 
1958, with the strengthening of their monetary reserves, 
many of these countries were able by a remarkable con- 
certed action to seize the opportunity to go ahead. By 
taking this step, they brought closer the final move to 
full convertibility. 

“Under the European Monetary Agreement, ad hoc 
credits may be granted to individual countries, but the 
automatic credits which were a feature of the European 
Payments Union have now virtually disappeared. In 
this respect, the new European arrangement has moved 
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closer to the policies and practices of the International 
Monetary Fund. Access to the Fund’s resources is de- 
termined by the merits of each case. The Fund is not 
simply an additional source of credit for its members; 
its resources are available in substantial amounts only 
to member governments which, in their contacts with 
the Fund, have shown that they have the intention and 
capacity to maintain or restore balance. This principle 
has become fully recognized in the recent active years 
of Fund transactions; and in this way the Fund contrib- 
utes to the observance of monetary discipline, which is 
as important for the proper functioning of an interna- 
tional monetary system as for the maintenance or resto- 
ration of monetary order in each individual country. 

“Some concern has been expressed at the disappear- 
ance of the more or less automatic financing established 
under the rules of the European Payments. Union... It 
has been argued that the automatic methods of financing 
had the merit of obliging creditor countries to make 
their contribution to meeting balance of payments defi- 
cits when a strain occurred, while the new system is 
liable to place an undue burden on countries whose 
reserves are falling. These fears, however, can easily 
be exaggerated, as may be shown by an analysis of the 
rules which now apply. Under the old gold standard, 
countries rarely had to meet a deficit in their balance of 
payments wholly by drafts on their monetary reserves. 
Equilibrating and other banking credits usually filled 
part of the gap. However, in 1950, when the European 
Payments Union was established, the international 
banking system had not begun again to function ade- 
quately. In those circumstances, it was natural that a 
certain degree of official financing should be made read- 
ily available to meet part of the drain on individual 
countries’ reserves. Since that time, banking relations 
have been reknit, and restrictions have been reduced, if 
not fully abolished, so that the orderly methods of mar- 
ket financing can now resume their proper role. It is in 
many respects more appropriate to rely on the funds 
available in the market than on official financing, which 
usually involves the employment of central bank credit, 
which ought not to be the first called upon for equi- 
librating purposes; central banks should remain the 
lenders of last resort. 

“Moreover, both the International Monetary Fund 
and the European Monetary Agreement have been 
established precisely for the purpose of assisting central 
banks in case of need. The practice of the Fund is that, 
if a member requests to draw an amount equivalent to 
its own gold subscription, normally 25 per cent of its 
quota, the Fund gives the member the overwhelming 
benefit of the doubt; for the next 25 per cent, a country 
requesting assistance must show that it is making rea- 
sonable efforts to solve its problems. Requests for 
drawings beyond these limits require substantial justifi- 
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cation, namely, that the drawing must be in support of 
a sound program likely to ensure enduring stability of 
the currency at realistic rates of exchange. 

“A country making use of the Fund’s resources, in 
accordance with these principles, will invariably draw 
the currency of a country in a strong position. That is 
the contribution which creditor countries make via the 
Fund. But the deficit countries should also make their 
contribution, and this they do by correcting maladjust- 
ments in their economies by their own measures, often 
helped by financial and technical assistance from the 
Fund. A certain balance of responsibilities is thus 
established in the effort to restore equilibrium in the 
international balance of payments. 

“It is now generally recognized that countries in a 
strong balance of payments position normally have to 
take the lead in initiating financial and economic poli- 
cies compatible with the maintenance and expansion of 
the volume of world trade. In the Fund’s Annual 
Report for 1958, transmitted to the Board of Gover- 
nors in the midst of the recession, it was pointed out 
that ‘While countries with balance of payments difficul- 
ties would certainly run great risks in applying expan- 
sionary policies at such a time, countries in a strong 
position have a special responsibility to maintain inter- 
nal demand and production at high levels, thus ensur- 
ing a buoyant market for imports and contributing 
to the expansion of world trade. The prevention and 
correction of excessive cyclical fluctuations is a respon- 
sibility primarily for the large industrial countries—a 
task which they should undertake both in their own 
interest and in the interest of the rest of the world. There 
will, however, be a better prospect for the success of 
their efforts if the less developed countries are fully 
aware that stability cannot be assured to them merely 
by the efforts of others, and that they cannot be spared 
the obligation to adapt their own economies to fluctua- 
tions between high and low demand.’ In 1958 both the 
United States and Germany, two countries in strong 
reserve positions, took steps appropriate in each case 
to the particular circumstances with which they were 
faced, and thus relieved the situation in other countries. 
This was an example of the kind of complementary 
policy, involving measures of an opposite nature in 
individual countries, which is often necessary to ensure 
generally balanced conditions.” 


Problems of Nonindustrialized Countries 


Mr. Jacobsson then drew attention to the increased 
significance of the distinction between industrialized and 
nonindustrialized countries in recent years as a result of 
the differential movements of prices. “Contrary to what 
many people had expected at the time of the boom 
prices after Korea, the prices of most primary products 
have fallen, with the result that the terms of trade have 
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improved for the industrialized countries and deterior- 
ated for the primary producers. To some extent, the 
price declines have been intensified by the recession, but 
they should not be regarded as no more than by-prod- 
ucts of cyclical fluctuations. The prices of many com- 
modities have been affected by deep-seated structural 
changes, including a sharp increase in productive 
capacity and output, competition from synthetic and 
other products, and the difficulties associated with the 
disposal of agricultural surpluses in the United States. 

“While a recovery in world trade may improve the 
prices of some of these products, and in any case make 
it easier to dispose of stocks, it would probably be an 
illusion to think that the main difficulty will be overcome 
in this way. Many primary producers are faced with 
long-term problems for which the only proper solution 
is probably a diversification of their own production and 
exports; for this they will need new capital and also 
better technical knowledge. 

“At the same time, the underdeveloped countries 
have to take account of the demand from their growing 
populations for a better standard of living, the attain- 
ment of which also requires capital for investment. In 
these circumstances there is a strong temptation for these 
countries to look to an expansion of credit to provide 
the funds that are needed, even though such an expan- 
sion will clearly be of an inflationary nature. With the 
experience gained in many parts of the world, it is now 
possible to assess whether such policies are appropriate. 
Some degree of credit creation that leads to a rise in 
prices may indeed for a time bring forth a kind of 
‘forced savings,’ which can form the basis for industrial 
and other investments. But this is true only so long as 
the public is willing to continue holding a more or less 
normal amount of cash in the form of notes and so long 
as wage increases continue to lag behind the rise in 
prices. Once people wake up to the hurts inflicted upon 
them by inflation, they will demand increased wages, and 
also hasten to buy whatever they can to avoid any loss of 
real earnings. Not only will the forced savings then 
disappear, but the normal flow of voluntary savings will 
also be diminished and increasingly diverted to specula- 
tion in real estate and other ventures. It has been the 
experience in quite a number of countries, both indus- 
trialized and nonindustrialized, that when this happens 
the game is up, for without a ready flow of savings no 
economic progress can be sustained.” Mr. Jacobsson 
recalled a recent statement by a senior official of a Latin 
American country that the policy of his new administra- 
tion has been “to put a quick end to inflation which has 
been holding back the country’s development for many 
years.” 

“One of the main considerations for foreigners when 
they contemplate private investment in a country is 
whether the country has a sound currency position. 
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While inflation is raging, they are bound to be hesitant. 
What is less obvious but equally true is that public and 
international agencies are likely to be less interested in 
using their not unlimited funds for economic develop- 
ment in countries where inflation threatens to dissipate 
a large part of their effectiveness. Any country is likely 
to find that a continuance of inflation means diminished 
internal and external resources on which to base its 
investments and the growth of its economy. This is 
being more widely realized, and the eagerness with 
which an increasing number of countries have in recent 
years worked out stabilization programs and put them 
into effect is evidence thereof. It is difficult for govern- 
ments, subject to many pressures and anxious to meet 
often dire needs, to evolve and to hold to consistent 
policies. This is a difficulty found all through the 
world’s history. The Roman historian, Sallust, ex- 
pressed it in a famous passage: Sunt plerumque regum 
voluntates vehementes et inter se contrariae. [It is the 
habit of rulers passionately to pursue aims that are 
inconsistent one with another.] But in the past it has 
never been wise to pursue radically inconsistent policies, 
and it will never be wise in the future.” 


The Role of the Fund 


“The first of the Fund’s Articles of Agreement, which 
sets forth that one purpose of the Fund is ‘to facilitate 
the expansion and balanced growth of international trade, 
and to contribute thereby to the promotion and main- 
tenance of high levels of employment and real income 
and to the development of the productive resources of 
all members as primary objectives of economic policy,’ 
shows clearly the connection between the work of the 
Fund and the general questions examined above. The 
expansion of international trade is, however, so much a 
product of what happens in individual countries that the 
Fund cannot be uninterested in the policies pursued and 
the steps taken to promote economic growth within 
each country. The Fund must also be concerned with 
methods of financing investment, for inflationary meth- 
ods soon lead to deficits in the balance of payments, 
and thus to the need to take measures to correct malad- 
justments in the balance of payments. These problems 
are now foremost in men’s minds, and there is a great 
and growing eagerness to find the proper basis for 
growth combined with monetary stability. In the past 
year, the Fund has continued to be actively engaged in 
the discussion both of some of these general problems 
and of the problems of individual countries.” 

Mr. Jacobsson drew attention to the fact that many 
countries have been able to repay in a relatively short 
time amounts drawn earlier by them from the Fund. 
“During the 12 months from April 1, 1958 to March 31, 
1959, total repayments to the Fund reached $537.3 
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million, while drawings came to $262.9 million. The 
fact that repayments exceeded drawings is further evi- 
dence of the revolving character of the Fund. However, 
at the end of March 1959, the Fund’s commitments 
under stand-by arrangements also amounted to $1,157.3 
million, and these contingent liabilities of course affect 
the Fund’s liquidity position. 

“The improvements in Western Europe have shifted 
the emphasis for the Fund’s financial activities more 
and more to other parts of the world. In the 12 
months ended March 1959, the Fund extended financial 
assistance, including the renewal of stand-by arrange- 
ments, to 13 countries in Latin America and to 7 others 
elsewhere. Two transactions of particular interest were 
those with Turkey and Argentina, since they were asso- 
ciated with comprehensive stabilization programs and 
supplemented by substantial credits from other sources. 

“The program which the Turkish Government pre- 
sented at the same time to the Fund, to the OEEC, and 
to the U.S. Government included far-reaching fiscal, 
credit, and exchange measures. From the Fund, Turkey 
obtained a drawing of $25 million, the OEEC countries 
agreed to grant credits for the equivalent of $100 mil- 
lion, and U.S. agencies furnished $234 million. More- 
over, the Turkish Government, through the assistance 
of the OEEC, was given the opportunity to renegotiate 
with its OEEC and U:S. creditors the schedule of repay- 
ments of its short- and medium-term debts which were 
falling due in the years 1958 to 1962. These negotia- 
tions are now nearing a successful conclusion. The 
facilities which Turkey has obtained from various 
sources will help it to proceed with a balanced develop- 
ment program in conditions of internal price stability. 
They should also enable Turkey to dispense with the 
complicated bilateral trade and payments arrangements 
which for years have led to harmful distortions in its 
trade and production. 

“In December 1958, the Government of Argentina 
presented to the Fund a comprehensive stabilization 
program which included fiscal and credit measures to 
bring inflation to a quick end. The stabilization program 
also included a far-reaching reform of the exchange 
system. All controls on trade and payments were re- 
moved, and a single unified exchange market was estab- 
lished which, for the time being, permitted the peso to 
fluctuate in response to market forces. In support of 
this program Argentina obtained a stand-by arrange- 
ment from the Fund for $75 million; a stabilization 
credit from the U.S. Treasury of $50 million; balance of 
payments loans of $103.5 million from the Export- 
Import Bank of Washington, the Development Loan 
Fund, and U.S. banks; and development loans of $100 
million from the Export-Import Bank. Moreover, the 
European countries cooperated to release Argentina 
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from certain commitments under the Paris Club ar- 
rangements which were not consistent with the estab- 
lishment uf a free exchange market.” 

Referring to the Fund’s recent transaction with 
Mexico, Mr. Jacobsson said, “Early in March, Mexico 
obtained a six-month stand-by arrangement from the 
Fund for $90 million. At the same time, the authorities 
adopted measures in the budgetary and credit field and 
reiterated their irrevocable decision to maintain the 
stability and convertibility of the Mexican peso. The 
resources made available by the Fund, together with a 
credit of $100 million from the Export-Import Bank, 
also announced in March, $75 million already available 
as a stabilization credit from the U.S. Treasury, and 
Mexico’s own foreign exchange reserves, increased the 
international financial resources at the disposal of the 
Mexican authorities to $625 million and thus contrib- 
uted to increased confidence in the peso. 

“During the past year, the Fund has continued its 
consultative and technical assistance relations with its 
members. Consultations under Article XIV of the Fund 
Agreement have taken place with 34 countries—with 
members in all parts of the world, and including coun- 
tries in all stages of economic development. These 
consultations, generally carried out by missions from 
the Fund in the member countries themselves, have 
proved to be one of the most important links between 
the Fund and its members. Member governments 
themselves have increasingly come to appreciate the 
value of the opportunity given by these consultations to 
exchange views on their policies with the Fund. 

“The Fund has no specific program for technical 
assistance, but technical assistance of one sort or an- 
other is involved in a large part of its work. At the 
specific request of member governments, Fund staff 
members visited over 16 countries in the past year to 
provide technical assistance in such fields as central 
bank and exchange policy and administration, budge- 
tary control, monetary and financial statistics, and the 
like. The Fund’s annual training program has also been 
welcomed by the Fund’s members. 

“In the first two years of the Fund’s existence, there 
were quite a number of transactions, mostly with coun- 
tries in Europe; but then for a number of years, while 
sterling area and Latin American countries had quite 
substantial cash balances accumulated during the war, 
and while a large part of Europe received Marshall Aid, 
there was relatively little need for countries to turn to the 
Fund. But such a need suddenly arose in connection 
with the Suez crisis, which primarily affected sterling. 
Nobody can tell what the consequences might have been 
in this emergency, not only for sterling but for other 
currencies, had not the International Monetary Fund 
in December 1956 been able to grant financial assistance 
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to the United Kingdom for a total amount of $1.3 
billion by way of a drawing and a stand-by arrangement. 
In the following years, especially at the height of the 
boom, when loanable funds became scarce—but also in 
the subsequent recession—the Fund continued to re- 
ceive many requests for assistance. Since the beginning 
of its operations, the Fund has made available about 
$4.2 billion, of which approximately two thirds has been 
provided since the autumn of 1956. Of the 41 stand-by 
arrangements, 29 have been with countries in Latin 
America. 


“Thanks to the efforts made in the individual coun- 
tries (helped in several cases by general market develop- 
ments) and to timely assistance by the Fund, it has 
proved possible to avoid any serious disruption in the 
foreign exchange structure, and also to take some im- 
portant constructive steps. The experience of recent 
years has shown more and more clearly the role that 
the Fund can play as a center for monetary 
cooperation.” 

Mr. Jacobsson then summarized the steps that have 
followed the adoption of a resolution at the Fund’s last 
Annual Meeting, which instructed the Fund’s Board of 
Executive Directors to consider a detailed proposal for 
an increase of Fund quotas. He added that “the real 
significance of the increase is not so much in the in- 
creased capacity of the Fund to meet now foreseeable 
needs, but rather in the evident reinforcement that it will 
give to the second-line reserves available to countries 
which may find themselves in temporary balance of 
payments difficulties, especially in times of emergency 
which by their very nature cannot be foreseen. The 
very possibility of access to the Fund’s resources on a 
more substantial scale than before should give mem- 
bers more confidence, and may indeed encourage them 
to move faster toward achieving the purposes of the 
Fund than if they had to rely on their own resources 
alone. For this reason the benefits which the Fund can 
provide are by no means limited to those countries 
which have sought or may seek assistance from the 
Fund. Other countries are also bound to profit, since 
there is a general interest in the financial rehabilitation 
of countries in difficulties, and in the establishment of a 
properly functioning international monetary system. 


“The Fund is not designed to take over such tasks as 
are properly carried out by the private banking system 
or the monetary authorities in the various countries, but 
to provide supplementary reserves in order to strengthen 
the general financial structure. Experience has shown 
that there are certain situations in which the private 
credit institutions in various countries cannot be ex- 
pected to do the work that is needed. These institutions 
would find it difficult, not to say impossible, to cope 
with the strains of an acute emergency, such as that of 
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the Suez crisis, when substantial sums have to be pro- 
vided promptly and at a considerable risk. In emer- 
gencies of this sort, the Fund’s assistance may well be 
indispensable in preventing a crack in the exchange 
structure. Moreover, when a country is clearly in such 
an unbalanced position that radical measures are re- 
quired to restore equilibrium, private banks may 
properly be deterred by the risks involved in granting it 
further credit facilities. In such situations, it is only if 
a comprehensive program is adopted and put into effect 
that the risk will be reduced; and private institutions 
are not in a position to negotiate such programs. Exper- 
ience has shown that the Governments in the various 
countries are more willing to discuss and work out 
stabilization programs with officials of the Fund than 
with representatives of other countries or of private 
credit institutions. ‘While the Fund therefore often takes 
a leading part in working out effective stabilization 
programs, and also makes available resources to 
strengthen the reserve positions, the amounts thus ob- 
tained are often supplemented by resources from other 
agencies under what is called ‘parallel arrangements.’ 


“Alongside the granting of financial assistance and 
other specific tasks, the Fund has the duty to consider 
general monetary developments with a view to pro- 
moting international cooperation which will combine 
exchange stability with a balanced growth of world 
trade. In carrying out this task, the Fund will have to 
maintain close contact with the authorities in the various 
countries and with other international organizations. 


Increases in Fund Quotas 


The royal assent was given on March 25 to the 
International Bank and Monetary Fund Act, which 
authorizes an increased Fund quota and an increased 
IBRD subscription for the United Kingdom. 

The Swedish Government has introduced a bill in 
Parliament asking that the Swedish quota in the Inter- 
national Monetary Fund be increased by 50 per cent 
and that the Swedish share of the subscribed capital of 
the International Bank for Reconstruction and Develop- 
ment be increased by 100 per cent. 


Sources: The Times, London, England, March 26, 
1959; Norges Handels og Sj@fartstidende, 
Oslo, Norway, April 4, 1959. 


Deutsche Mark Bond Issue of IBRD 


The first public offering of deutsche mark bonds of 
the International Bank for Reconstruction and Devel- 
opment (IBRD) will be made in Germany on April 9. 
The offering will consist of DM 200 million (approxi- 
mately US$47.6 million) of 5 per cent 15-year bonds 
and will be made by a syndicate of leading German 
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Member countries continue to show great willingness to 
work with the Fund and to strengthen its effectiveness, 
and this attitude has been reflected in the decision to 
increase the Fund’s resources. 


“Although great progress has been made in recent 
years, many difficult monetary problems remain. The 
most gratifying aspects of present-day developments are 
the public’s dislike of inflation and the more general 
realization of the importance of monetary stability as a 
basis for sustained growth. Who wills the end must also 
will the means; and after years of inflation, stability can 
generally not be attained without a period of strain, or 
even a period of austerity. These difficulties may be 
mitigated by foreign assistance, but they cannot be 
wholly eliminated; however, once confidence has been 
restored, the basis is laid for more solid progress to the 
advantage of all sectors in the population. In varying 
degrees, all countries have to accept some inconven- 
iences and sacrifices to gain the very real advantage of 
a good currency, and in the midst of conflicting interests 
it is often difficult to decide what are the proper lines of 
policy. Serious thought is being given to these ques- 
tions, and it is impossible not to be impressed by the 
knowledge and wisdom, the courage and determination, 
with which the central banks and other monetary 
authorities throughout the world devote themselves to 
their difficult tasks, and by the change in public opinion 
which has made it possible for the authorities in a 
growing number of countries to pursue effective credit 
and fiscal policies.” 





banks headed by the Deutsche Bank A.G. as the prin- 
cipal manager and the Dresdner Bank A.G. as the 
comanager. The syndicate will consist of more than 70 
banks, which will be the largest syndicate to offer bonds 
in Germany in the last 15 years. 

The bonds will be repayable at par beginning April 1, 
1965 in ten annual installments of DM.20 million. each, 
so that the entire issue will have been repaid by April 1, 
1974. On or after April 1, 1970, the IBRD may, on not 
less than three months’ notice, redeem at par all of the 
issue then outstanding on any interest payment date. 
Interest will be payable semiannually on April 1 and 
October 1, with the first payment due on October 1, 
1959. The issue will be listed on the stock exchanges 
of Berlin, Bremen, Diisseldorf, Frankfurt am Main, 
Hamburg, Hannover, Munich, and Stuttgart. 

This is the first offering of IBRD bonds to the public 
in Germany and is the largest public offering of non- 
dollar bonds ever made by the Bank. The Bank has 
previously borrowed about $350 million and DM 200 
million privately from the Deutsche Bundesbank; $65 
million of this amount has been retired. 
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from certain commitments under the Paris Club ar- 
rangements which were not consistent with the estab- 
lishment of a free exchange market.” 

Referring to the Fund’s recent transaction with 
Mexico, Mr. Jacobsson said, “Early in March, Mexico 
obtained a six-month stand-by arrangement from the 
Fund for $90 million. At the same time, the authorities 
adopted measures in the budgetary and credit field and 
reiterated their irrevocable decision to maintain the 
stability and convertibility of the Mexican peso. The 
resources made available by the Fund, together with a 
credit of $100 million from the Export-Import Bank, 
also announced in March, $75 million already available 
as a stabilization credit from the U.S. Treasury, and 
Mexico’s own foreign exchange reserves, increased the 
international financial resources at the disposal of the 
Mexican authorities to $625 million and thus contrib- 
uted to increased confidence in the peso. 

“During the past year, the Fund has continued its 
consultative and technical assistance relations with its 
members. Consultations under Article XIV of the Fund 
Agreement have taken place with 34 countries—with 
members in all parts of the world, and including coun- 
tries in all stages of economic development. These 
consultations, generally carried out by missions from 
the Fund in the member countries themselves, have 
proved to be one of the most important links between 
the Fund and its members. Member governments 
themselves have increasingly come to appreciate the 
value of the opportunity given by these consultations to 
exchange views on their policies with the Fund. 

“The Fund has no specific program for technical 
assistance, but technical assistance of one sort or an- 
other is involved in a large part of its work. At the 
specific request of member governments, Fund staff 
members visited over 16 countries in the past year to 
provide technical assistance in such fields as central 
bank and exchange policy and administration, budge- 
tary control, monetary and financial statistics, and the 
like. The Fund’s annual training program has also been 
welcomed by the Fund’s members. 

“In the first two years of the Fund’s existence, there 
were quite a number of transactions, mostly with coun- 
tries in Europe; but then for a number of years, while 
sterling area and Latin American countries had quite 
substantial cash balances accumulated during the war, 
and while a large part of Europe received Marshall Aid, 
there was relatively little need for countries to turn to the 
Fund. But such a need suddenly arose in connection 
with the Suez crisis, which primarily affected sterling. 
Nobody can tell what the consequences might have been 
in this emergency, not only for sterling but for other 
currencies, had not the International Monetary Fund 
in December 1956 been able to grant financial assistance 


to the United Kingdom for a total amount of $1.3 
billion by way of a drawing and a stand-by arrangement. 
In the following years, especially at the height of the 
boom, when loanable funds became scarce—but also in 
the subsequent recession—the Fund continued to re- 
ceive many requests for assistance. Since the beginning 
of its operations, the Fund has made available about 
$4.2 billion, of which approximately two thirds has been 
provided since the autumn of 1956. Of the 41 stand-by 
arrangements, 29 have been with countries in Latin 
America. 


“Thanks to the efforts made in the individual coun- 
tries (helped in several cases by general market develop- 
ments) and to timely assistance by the Fund, it has 
proved possible to avoid any serious disruption in the 
foreign exchange structure, and also to take some im- 
portant constructive steps. The experience of recent 
years has shown more and more clearly the role that 
the Fund can play as a center for monetary 
cooperation.” 


Mr. Jacobsson then summarized the steps that have 
followed the adoption of a resolution at the Fund’s last 
Annual Meeting, which instructed the Fund’s Board of 
Executive Directors to consider a detailed proposal for 
an increase of Fund quotas. He added that “the real 
significance of the increase is not so much in the in- 
creased capacity of the Fund to meet now foreseeable 
needs, but rather in the evident reinforcement that it will 
give to the second-line reserves available to countries 
which may find themselves in temporary balance of 
payments difficulties, especially in times of emergency 
which by their very nature cannot be foreseen. The 
very possibility of access to the Fund’s resources on a 
more substantial scale than before should give mem- 
bers more confidence, and may indeed encourage them 
to move faster toward achieving the purposes of the 
Fund than if they had to rely on their own resources 
alone. For this reason the benefits which the Fund can 
provide are by no means limited to those countries 
which have sought or may seek assistance from the 
Fund. Other countries are also bound to profit, since 
there is a general interest in the financial rehabilitation 
of countries in difficulties, and in the establishment of a 
properly functioning international monetary system. 


“The Fund is not designed to take over such tasks as 
are properly carried out by the private banking system 
or the monetary authorities in the various countries, but 
to provide supplementary reserves in order to strengthen 
the general financial structure. Experience has shown 
that there are certain situations in which the private 
credit institutions in various countries cannot be ex- 
pected to do the work that is needed. These institutions 
would find it difficult, not to say impossible, to cope 
with the strains of an acute emergency, such as that of 
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the Suez crisis, when substantial sums have to be pro- 
vided promptly and at a considerable risk. In emer- 
gencies of this sort, the Fund’s assistance may well be 
indispensable in preventing a crack in the exchange 
structure. Moreover, when a country is clearly in such 
an unbalanced position that radical measures are re- 
quired to restore equilibrium, private banks may 
properly be deterred by the risks involved in granting it 
further credit facilities. In such situations, it is only if 
a comprehensive program is adopted and put into effect 
that the risk will be reduced; and private institutions 
are not in a position to negotiate such programs. Exper- 
ience has shown that the Governments in the various 
countries are more willing to discuss and work out 
stabilization programs with officials of the Fund than 
with representatives of other countries or of private 
credit institutions. While the Fund therefore often takes 
a leading part in working out effective stabilization 
programs, and also makes available resources to 
strengthen the reserve positions, the amounts thus ob- 
tained are often supplemented by resources from other 
agencies under what is called ‘parallel arrangements.’ 

“Alongside the granting of financial assistance and 
other specific tasks, the Fund has the duty to consider 
general monetary developments with a view to pro- 
moting international cooperation which will combine 
exchange stability with a balanced growth of world 
trade. In carrying out this task, the Fund will have to 
maintain close contact with the authorities in the various 
countries and with other international organizations. 
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Member countries continue to show great willingness to 
work with the Fund and to strengthen its effectiveness, 
and this attitude has been reflected in the decision to 
increase the Fund’s resources. 

“Although great progress has been made in recent 
years, many difficult monetary problems remain. The 
most gratifying aspects of present-day developments are 
the public’s dislike of inflation and the more general 
realization of the importance of monetary stability as a 
basis for sustained growth. Who wills the end must also 
will the means; and after years of inflation, stability can 
generally not be attained without a period of strain, or 
even a period of austerity. These difficulties may be 
mitigated by foreign assistance, but they cannot be 
wholly eliminated; however, once confidence has been 
restored, the basis is laid for more solid progress to the 
advantage of all sectors in the population. In varying 
degrees, all countries have to accept some inconven- 
iences and sacrifices to gain the very real advantage of 
a good currency, and in the midst of conflicting interests 
it is often difficult to decide what are the proper lines of 
policy. Serious thought is being given to these ques- 
tions, and it is impossible not to be impressed by the 
knowledge and wisdom, the courage and determination, 
with which the central banks and other monetary 
authorities throughout the world devote themselves to 
their difficult tasks, and by the change in public opinion 
which has made it possible for the authorities in a 
growing number of countries to pursue effective credit 
and fiscal policies.” 








Increases in Fund Quotas 


The royal assent was given on March 25 to the 
International Bank and Monetary Fund Act, which 
authorizes an increased Fund quota and an increased 
IBRD subscription for the United Kingdom. 

The Swedish Government has introduced a bill in 
Parliament asking that the Swedish quota in the Inter- 
national Monetary Fund be increased by 50 per cent 
and that the Swedish share of the subscribed capital of 
the International Bank for Reconstruction and Develop- 
ment be increased by 100 per cent. 


Sources: The Times, London, England, March 26, 
1959; Norges Handels og Sj¢fartstidende, 
Oslo, Norway, April 4, 1959. 


Deutsche Mark Bond Issue of IBRD 


The first public offering of deutsche mark bonds of 
the International Bank for Reconstruction and Devel- 
opment (IBRD) will be made in Germany on April 9. 
The offering will consist of DM 200 million (approxi- 
mately US$47.6 million) of 5 per cent 15-year bonds 
and will be made by a syndicate of leading German 





banks headed by the Deutsche Bank A.G. as the prin- 
cipal manager and the Dresdner Bank A.G. as the 
comanager. The syndicate will consist of more than 70 
banks, which will be the largest syndicate to offer bonds 
in Germany in the last 15 years. 

The bonds will be repayable at par beginning April 1, 
1965 in ten annual installments of DM.20 million each, 
so that the entire issue will have been repaid by April 1, 
1974. On or after April 1, 1970, the IBRD may, on not 
less than three months’ notice, redeem at par all of the 
issue then outstanding on any interest payment date. 
Interest will be payable semiannually on April 1 and 
October 1, with the first payment due on October 1, 
1959. The issue will be listed on the stock exchanges 
of Berlin, Bremen, Diisseldorf, Frankfurt am Main, 
Hamburg, Hannover, Munich, and Stuttgart. 

This is the first offering of IBRD bonds to the public 
in Germany and is the largest public offering of non- 
dollar bonds ever made by the Bank. The Bank has 
previously borrowed about $350 million and DM 200 
million privately from the Deutsche Bundesbank; $65 
million of this amount has been retired. 
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Giving effect to the present issue, to deliveries of 
bonds under delayed delivery contracts, and to amounts 
still to be drawn under the privately placed deutsche 
mark borrowing, the funded debt of the IBRD will be 
about $1,928 million equivalent in U.S. dollars and 
other currencies. 


Source: International Bank for Reconstruction and De- 
velopment, Press Release, Washington, D.C., 
April 8, 1959. 


The gold and convertible currency reserves of the 
United Kingdom fell by £6 million in March, to £1,121 
million. During the month, £71.5 million of sterling 
was repurchased from the International Monetary Fund 
(see this News Survey, Vol. XI, p. 294) and £34.5 
million was received from Germany—£12 million for 
this year’s support costs and £22.5 million as a further 
advance deposit for purchases of arms, bringing this 
amount to the agreed £50 million. Without these two 
items, there would have been a gain of £31 million in 
reserves. 


Sterling has remained strong in the foreign exchange 
markets. During the week ended April 4, the rate 
against the U.S. dollar rose to $2.815%%. The rate 
against continental currencies, including the deutsche 


mark and the Swiss franc, has also been strong. Ster- 
ling has been in demand for commercial transactions in 


this seasonally favorable period and for modest pur- 
chasing from overseas of London securities. 


Sources: The Financial Times, April 3, 1959, and The 
Economist, April 4, 1959, London, England. 


Interest Rates in Finland 


Following the reduction of the Bank of Finland’s 
discount rate effective March 1 (see this News Survey, 
Vol. XI, p. 273), the Finnish banks have reduced the 
rates for advances from 71% per cent to 7 per cent. 
Consequently, the rates paid on time deposits and sav- 
ings deposits will be lowered from 5 per cent to 44% 
per cent, and the rate on index-tied deposits will be 
reduced from 4 per cent to 342 per cent. However, the 
banks are introducing a new type of deposit, called a 
high-interest deposit; funds may be deposited in these 
accounts against a deposit certificate or a special receipt 
for 12 months and will earn 5 per cent interest. The 
new rates for advances and deposits are effective 
April 1. 

From the same date, the Bank of Finland will reduce 
its rates by 2 per cent. The rate for rediscounting bills 
will be reduced from 7% per cent to 6% per cent; and 
the rates charged on advances granted its private cus- 
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tomers will be lowered from 7-7% per cent to 642-7 
per cent. 


Sources: Hufvudstadsbladet, Helsinki, Finland, 
March 14 and 25, 1959. 


Development Loans in Egypt 


A law was issued early in March 1959 enabling the 
Minister of the Treasury for the Egyptian Region of the 
U.A.R. to issue a state loan of LE 25 million for a 
period not exceeding 12 years. A loan was offered for 
subscription on March 16 and fully covered by 
March 18. It carries an interest rate of 3% per cent 
and, as for previous development loans, principal and 
interest are exempt from all taxes, present and future, 
except the inheritance tax. The proceeds of the loan 
are to be used for financing government development 
activities. 

The new loan is the fourth development loan issued 
by the Egyptian Government and brings the value of 
such loans to LE 90 million. Previous loans were LE 25 
million in 1954, LE 25 million in 1956, and LE 15 
million in 1958. 


Sources: Al Ahram Economique, March 15, 1959, and 
Al Ahram, March 19, 1959, Cairo, Egypt. 


Japan's Gold and Foreign Exchange Reserves 


During the first three quarters of 1957, when there 
was a domestic investment boom, Japan’s gold and 
foreign exchange reserves fell by US$486 million. The 
authorities took disinflationary measures in the spring 
of that year. Subsequently, reserves increased, and at 
the end of March 1959 they were $974 million, $33 
million more than the December 1956 peak. During 
the past year, Japan received $115 million in foreign 
loans, but it repaid $233 million to the International 
Monetary Fund, the Export-Import Bank of Washing- 
ton, and the U.S. Government. 


Source: Nihon Keizai Shimbun, Tokyo, Japan, April 6, 
1959. 


International Financial News Survey, written by mem- 
bers of the staff of the Fund, is based on material 
published in newspapers, periodicals, official documents, 
and other publications as cited at the end of each note. 
Explanatory material may be added, but no Fund 
editorial comment or opinion. Therefore any views 
expressed are taken from the sources quoted and are not 
necessarily those of the Fund. 

The News Survey is published weekly, except in the 
Christmas and New Year weeks. It may be obtained free 
of charge by applying to 
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